International 
Marketing Information 
Series 


4¢, 
“ad 


Foreign Economic Trends 
and Their Implications 
for the United States 


OCTOBER 1985 


FRET, 85-97 
Frequency: Annual 
Supersedes: 85-41 


PREPARED BY 
AMERICAN EMBASSY SANTIAGO 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscrip- 
tion, $70.00. Foreign mailing $17.50 additional. Single copies, $1.00, available from Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





=2= 


I. CHILEs KEY ECONOMIC INDICATORS 
Area: 292,298 sq. mi.» Population (June, 1985): 12,074,500 
1983 1984 June 1985 
Exch. Rate, Budget, Nat.Accts. 


Exchange Rate (Ch$/US$) (1) ‘ 126.2 155.1 
Exchange Rate (2) 98.5 143.8 
Pub.Sect. Deficit as % of GDP ; 4.8 1.2 (March) 
GDP (billion US$) 19.2 (4) N/A 

Real GDP Growth % - 6. 3.0 (March) 
Industrial Growth % 9 2.3 ” 
Agricultural Growth % 7 10.8 
Fishing Growth % LN 26.6 
Construction Growth % 4 10.0 
4 
5 
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Mining Growth % -2.9 
Commerce Growth % 3.5 

Copper Production (000 MT) 627.0 

Nominal Copper Price 

(U.S. cents/lb.) (2) 65.2 (August) 
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Employment, Wages, Inflation 


Govt. Work Programs as % of 
Labor Force (1) 

Nat.Unemployment % (1) 

Real Wages % change (1) 

Consumer Prices % change (1) 

Wholesale Prices % change (1) 


Money and Interest Rate 


Real Monetary Base % Growth (1) 
Real Ml % Growth (1) 

Real M2 % Growth (1) 

Real Short-term Lending % Rate (2) 


External Accounts (million US$) 


FOB Merchandise Trade Balance 1,009 293 404 
FOB Merch. Exports 3,827 3,650 1,883 
--U.S. % Share 28 a2 26.0 25.6 
FOB Merch. Imports 2,818 37357 1,479 
--U.S. % share (3) aor 215 20.3 
Non-financial Services Balance -471 -497 N/A 
Financial Services Balance -1,703 -1,955 N/A 
Current Account Balance -1,073 -2,060 N/A 
Capital Account Balance 488 1,978 N/A 
Balance of Payments -541 ne -545 
Central Bank Gross Reserves (1) 2,023 2,056 1,431 
Central Bank Net Reserves (1) 1,223 Lgl 516 
Total Foreign Debt (1) 17,454 18,946 18,812 


(1) End of period values. (3) CIF Against CIF Total. 
(2) Period Average. (4) Decline due to exchange rate movements. 





Il. OVERVIEW AND PROSPECTS 


In the first half of 1985, Chile established a base for economic growth from 
late 1985 to 1987 with a three-part financial arrangement, including a new IMF 
agreement, a major proposed World Bank Structural Adjustment facility anda 
restructuring of foreign debt with private banks and some official creditors. 
Large external debt weighs down the Chilean economy. Austerity measures taken 
in the first quarter of 1985 as a result of foreign exchange constraints, plus a 
major earthquake on March 3, stopped economic growth in the second quarter. 
Stability and new foreign credits provided by the three-part financial 
arrangement will stimulate economic activity later this year. 


During the two-year IMF Stand-By Program that expired in January of this 
year, Chile maintained the best compliance record in Latin America. Continuing 
its good performance, Chile complied fully through the first half of 1985 with 
targets under a follow-on three-year IMF Extended Fund Facility agreed upon 
preliminarily in February. These targets include net credit creation by the 
Central Bank, net reserve holdings of the Central Bank, net indebtedness of the 
non-financial public sector, short-term debt contraction by the public sector 
and the contraction and guaranteeing of external debt by the public sector. The 
IMF agreement, which took effect in August, provides needed reserve maintenance 
through direct credits totalling 750 million Special Drawing Rights, while 
assuring foreign lenders that Chile will follow rational macroeconomic policies 
to allow orderly servicing of its massive external debt. Final commitments are 
now coming in from private foreign bank lenders to restructure up to $5,932 
million in principal payments due in 1985-1987, and to provide $1,085 million in 
new bank credits during 1985-1986. Banks will provide longer grace periods and 
maturities, and lower interest rate spreads. The World Bank will guarantee $150 


million of the new private bank money, sharply increase its project lending, and 
likely agree to a major Structural Adjustment Loan (SAL) later this year. The 
SAL will provide needed capital inflows. Export promotion goals dominate the 
loan. The combination of the IMF and the World Bank macroeconomic programs will 
provide strong monitoring of Chilean economic performance over the next few 
years, further improving the prospects for continued sound policy. 


Likely disbursements of new foreign credits in the fourth quarter of this 
year, improved expectations, and gradually eased monetary policies should lead 
to a moderate hike in economic activity towards the end of the year. Moderate 
growth will probably carry through 1986. By adhering to the IMF and the World 
Bank programs, the Chilean Government will try to graduate from recent 
year-to-year resolutions of problems caused by its massive external debt, and to 
begin a medium-term policy of recovery and growth led by export promotion and 
private sector strengthening. Due to the heavy debt load, growth in 1987 and 
later depends in part on external factors outside the Government's control, 
including the key variables of copper and other export prices, and international 
interest rates. Long-term growth prospects also depend on Chile's ability to 
boost exports and to increase domestic savings and investment. Chile must 
achieve a much larger trade surplus. With the fulfillment of the medium-term 
policies that the Government appears committed to, plus needed luck on export 
prices and international interest rates, a good economic infrastructure already 
in place would allow moderate economic growth with medium inflation. 


III. ECONOMIC DEVELOPMENTS AND GROSS DOMESTIC PRODUCT (GDP) 


Chilean GDP grew by 6.3 percent in 1984, but the rate was unsustainable. 
Chile's external debt of $18.9 billion at the end of the year almost equalied 
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the country's GDP. High fiscal spending in the fourth quarter of 1984, plus net 
short-term borrowings of over $700 million during the year, delayed a necessary 
adjustment to lower copper export prices and high international interest rates. 
Lagging effects of this stimulus caused economic growth to reach 3 percent in 
the first quarter of 1985. Under a new Finance Minister who took office in 
mid-February, the Government began to tighten fiscal and monetary policies. 
Despite this tightening, agriculture, fishing and construction performed well 
throughout the first half of 1985. Reconstruction after the March 3 major 
earthquake, which measured 7.8 on the Richter scale, boosted the construction 
sector. Total damages and losses from the earthquake equalled 187 billion 
pesos, or about $1.3 billion (using the peso-dollar exchange rate at that 
time). Most damages occurred in private housing and commerce. Reconstruction 
expenditures divert resources needed to boost Chile's export capacity. Other 
sectors, including the major industrial sector, slowed in 1985 due to tighter 
fiscal and monetary policies. Overall, economic growth halted in the second 
quarter. For the rest of 1985, the stability and new credits provided by IMF 
and World Bank agreements and the external debt negotiations should result ina 
slightly positive result for the third quarter GDP, followed by a larger growth 
in the fourth quarter. 


Manufacturing fell from a 9.8 percent expansion in 1984 to a small positive 
growth in the first half of 1985. Reduced consumer demand and higher domestic 
interest rates as a result of accelerated inflation caused a negative 
performance for the sector in the second quarter. A major new World Bank loan 
for industrial restructuring financing, and a possible similar Inter-American 
Development Bank (IDB) loan, will help some major firms overcome large domestic 
and foreign debt problems. Many firms make profits on an operating basis, but 
lose money overall due to debt servicing. Processing of wood products, which 
could overtake copper as the country's leading export in the mid-1990's, will 
lead manufacturing growth in coming years. 


Agriculture continued to recover in 1985. Following a 7.1 percent expansion 
during 1984, the sector will grow by about 8 percent in 1985. Significant 
production increases in some main crops such as wheat, corn, sugarbeets, and 
oilseeds will come about mainly due to price support mechanisms. Fresh fruit 
and vegetable production will also increase as planted areas reach maturity. 

The livestock sub-sector, which accounts for about 35 percent of total 
agriculture, will likely remain stagnant due to depressed purchases of meat. 
Lower import needs of wheat and sugar, and expanded exports of fresh and 
processed fruits and vegetables, will significantly improve Chile's agricultural 
trade balance (not including forestry products) in 1985. Total exports during 
the first half of the year amounted to $383 million, up 8 percent from the same 
period in 1984. Domestic price supports caused total imports in the first 
semester of 1985 to drop 51 percent to $102 million, compared with $210 million 
in the equivalent period in 1984. The trade balance for the year will likely 
end with a surplus, the first in many years. Fishing boomed in the first 
quarter of 1985, and should continue good growth for the rest of 1985. Chile 
remains the third-largest fishing nation, and exports large quantities of fish 
meal. 


Copper dominates the mining sector. Chile is the world's largest producer 
and exporter of copper. Shipments of the red metal accounted for 43 percent of 
Chile's export earnings in the first half of 1985 and provided a substantial 
share of fiscal revenues. Copper production fell 4.9 percent during the first 
half of 1985 compared with the equivalent period in 1984, due primarily to lower 
ore grades at state-owned CODELCO mines. The March 3 earthquake did not 





Significantly affect copper production or exports. CODELCO, which accounts for 
about 80 percent of Chilean copper production, plans to invest roughly $400 
million annually over the next five years to maintain production levels in the 
face of declining ore grades. Proposed investments by private investors for the 
Cerro Colorado ($250 million) and the La Escondida ($1.1 billion) copper 
projects are near final agreement. CORFO is also negotiating with a private 
Chilean company and AMAX (U.S.) for a $200 million mixed salt project in the 
Salar de Atacama which may begin production by 1990. Domestic crude petroleum 
production fell 7.6 percent during the first half of 1985 due to well 

depletion. Nonetheless, ENAP, the state oil producer, explores actively in 
various zones of the country. Domestic petroleum production equals almost half 
of total national consumption. ENAP will supply gas to planned $300 million 
methanol and $400 million ammonia/urea projects near Punta Arenas. The two 
projects could go on stream by 1988 and 1989, respectively. Domestic coal 
production increased 1.3 percent during the first six months of 1985, reflecting 
ongoing conversion of petroleum-fired electricity generators to coal. The May, 
1985, start up of the Colbin-Machicura hydroelectric project will hold down 
domestic petroleum consumption over the medium term. 


Iv. FISCAL POLICY 


Chilean public sector finances are under control. The non-financial public 
sector deficit (net indebtedness of the Government plus non-financial public 
enterprises) as a percentage of GDP rose to 4.8 percent in 1984, up from 3.0 
percent in 1983. The IMF draft agreement set the 1985 deficit target at 3.0 
percent of GDP. Following the March 3 earthquake, the IMF agreed to an added 
deficit of 0.5 percent in 1985 if external financing could be arranged. The 
first quarter 1985 public sector deficit stayed just under the 1.2 percent IMF 


quarterly target, which helped maintain economic growth. The Finance Minister 
recently announced that the Government expects a deficit of 3.25 percent for the 
year, which implies less deficit spending in the last three quarters. The lower 
spending compared with 1984 will help prevent greater inflation and reserve 
loss, reduce short-term economic growth and lessen the possibility of crowding 
out private investment. Government policies that encourage state firms to make 
profits reduce the public sector deficit. Added public sector spending in 1985 
and 1986 as a result of the March 3 earthquake will equal, respectively, 20.2 
billion pesos and 25.4 billion pesos. These moderate sums, which will be 
financed entirely by the transfer of funds from other Government programs, will 
keep the country within the IMF fiscal targets. Greater Government tax 
collection efforts, as well as a higher average import duty (despite recent cuts 
in tariffs), will help keep revenues up in 1985. In May, the Government 
announced several new taxes and cuts in expenditures, including a freeze on 
state pensions for most of the year. Over the medium-term, domestic savings 
must play the key role in economic growth since private foreign lenders will 
reduce their relative exposure to Chile. By 1990, the Government projects that 
gross national savings as a percentage of GDP, after discounting net factor 
payments abroad, will equal 19.2 percent, over six times the 3.0 percent level 
in 1984. Such an unprecedented boost in savings will require major public and 
private sector efforts. The IMF program projects that the non-financial public 
sector deficit will fall to 1.8 percent in 1986 and nearly disappear in 1987, 
which will free resources for private sector investment. World Bank officials 
will monitor the coordination and composition of Government expenditures. Heavy 
pressure on fiscal spending over the long-term will continue due to the 
Government's obligation to finance old public pension funds which have lost most 
contributors as workers shift to the booming private pension funds (AFPs). To 
boost public sector revenues, to encourage greater private sector participation. 
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in the economy and to provide a further investment outlet for the massive funds 
accumulating in the AFPs, the Government will soon begin the sale to AFPs of 
significant minority positions in State firms. 


V. MONETARY POLICY 


Monetary policy eased considerably in December, 1984, and early 1985 in 
order to bring down domestic interest rates. The Central Bank influences 
interest rates through its intermediary actions in the credit markets, and by 
its policy of suggesting 30-day deposit rates. Whenever confidence in the 
economy wanes, much of credit expansion goes to foreign exchange purchases. In 
general, the Government seeks positive real rates that are compatible with 
external interest rates. In order to conserve foreign reserves before entering 
complex external debt restructuring negotiations, and to put the country in full 
compliance with the interim IMF program, the Government tightened monetary 
credit starting in March. Resultant higher domestic interest rates helped halt 
economic growth in the second quarter. By the end of the second quarter, with 
the external debt restructuring agreement in sight, the Government gradually 
eased tight monetary conditions. This easing will help bring down domestic 
interest rates, and should help reactivate the economy by the fourth quarter of 
this year. 


Various Government programs, including domestic debt renegotiations, special 
credit lines and Central Bank purchases of overdue private loan portfolio, 
strengthened most domestic banks over the past year and a half. New banking 
legislation nearing completion will increase the Government's supervisory 
powers. Nonetheless, difficulties remain. During 1985, under a "popular 
capitalism" scheme, the Government started to return to the private sector five 
private banks, including the largest and third-largest in the country, placed 
under temporary state control (intervened) in January, 1983. Under the scheme, 
the Government will recapitalize the intervened banks through conversion to 
shares of Central Bank loans, lift state control, and allow the sale to the 
Central Bank of overdue loans held by the intervened banks. New capital shares 
held by the Government will be sold or given away to the private sector within 
five years. Sales of shares began in the past few months. If the capital 
infusions are insufficient for the larger intervened banks, new options, 
including mergers and reorganizations, may be required. 


In order to help the private sector and to maintain reserves, the Central 
Bank conducts special programs which cause considerable losses for the Bank and 
reduce monetary policy flexibility. Apart from special credits at low interest 
rates and purchases of overdue loans, the Central Bank also provides support in 
the form of a preferential exchange rate for dollar debts contracted before 
August, 1982, and a subsidy system to attract dollar swaps and deposits. To 
help recapitalize the Central Bank due to its considerable losses, the 
Government Treasury in December, 1983, and November, 1984, lent a total of 218 
billion pesos to the Central Bank under lengthy terms and at negligible interest 
rates. Authority exists for a considerably larger transfer of funds as needed. 
Following the June 27 external debt restructuring agreement, the Government 
announced the phase-out over 18 months of the preferential exchange rate for 
large dollar debtors, and of the dollar swap and deposit subsidies. In 
addition, the Government announced in early July the gradual conversion of 
short-term swap operations, which totalled about $3.3 billion, to longer-term 
instruments. The conversion will increase Central Bank control of foreign 
exchange in the local market, and will give the Bank greater freedom to conduct 
independent exchange rate and monetary policies. In exchange for the longer 
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term swaps, private banks may receive long-term peso lines of credit from the 
Central Bank. Private banks may, in turn, pass the longer terms to domestic 
clients, thus helping alleviate the problem of scarce long-term capital. 
Reduction of swap subsidies will, however, place upward pressure on domestic 
interest rates as banks seek higher returns from their clients. 


Two massive domestic debt renegotiations in 1983 and 1984 involved 25 
percent of banking system assets, and 99 percent of all individual debtors. 
Some sectors want further global debt relief. Both the IMF and World Bank 
macroeconomic programs will discourage new reprogrammings or subsidies in order 
to channel limited credit to more dynamic export and import-substitution firms. 
When grace periods for the 1983 and 1984 domestic debt restructurings end during 
the next few years, the Government's willingness to allow non-viable firms to 
fail will determine the eventual success of the reprogrammings. An industrial 
restructuring financing loan from the World Bank and similar help from the IDB 
will help channel credit to viable firms. 


vi. EMPLOYMENT, INFLATION AND WAGES 


Unemployment and underemployment declined moderately in the first half of 
1985, but remained a serious socio-economic problem. The number of employed 
persons increased by 2.4 percent, versus a labor force increase of 1.1 percent. 
Annual population growth equalled 1.7 percent. Direct unemployment declined to 
12.9 percent in June, compared with 14.0 percent at the end of 1984. Employment 
due to earthquake reconstruction efforts helped reverse the historical seasonal 
trend of greater unemployment in the mid-part of the year. Workers in two 
Government low-wage make-work programs equalled 8.7 percent of the labor force 
in June, versus 10.0 percent at the end of 1984. Unemployed workers and those 
in the two Government work programs equalled 21.6 percent of the labor force in 
June, compared with 24 percent at the end of 1984. Unemployment will likely 
decline slightly over the rest of 1985 due to seasonal hirings in agriculture 
and construction, and greater economic activity. 


The Consumer Price Index (IPC) rose by 18.5 percent in the first seven 
months of 1985, which compares unfavorably with the moderate full year rates of 
about 23 percent in 1983 and 1984. For the 12 months ending in August, the IPC 
grew by 35.7 percent. Residual effects of the September 17, 1984, devaluation 
of 23.7 percent, plus the concurrent 15 percent import tariff hike, caused some 
inflation acceleration. Greater fiscal spending in the fourth quarter of 1984, 
plus looser monetary policies in late 1984 and early 1985, also helped trigger 
more inflation in early 1985. Price effects due to smaller devaluations in 
February, 1985, and June, 1985, were largely offset by import tariff cuts. 
Tighter fiscal and monetary policies starting late in the first quarter will 
likely lead to lower inflation in the second half of the year. For all of 1985, 
inflation should be about 30 percent, compared with an original target of 25 
percent. Barring major devaluations, inflation should fall to 20-25 percent in 
1986. Real wages rose slightly by 1.1 percent for the first five months of 
1985, but fell by 5.8 percent for the 12 months ending in May. The Government 
fixes wages for civil servants, and sets a minimum wage for the entire economy. 
Firms and individuals bargain for all wages in the private sector other than the 
minimum wage. Real wages will probably fall by at least five percent in 1985, 
which would make the fourth straight year of such a decline. 


VII. EXTERNAL SECTOR 


Government Policy: Chile's large external debt servicing burden constrains 
economic growth. Even after the restructuring of principal payments owed to 
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private bank lenders, total debt servicing in 1984 equalled nearly $2.6 billion, 
which includes interest payments of about $2.1 billion and non-reprogrammed 
amortization payments of under $500 million to lenders other than private 

banks. These payments totalled about 57 percent of Chile's exports of goods and 
nonfactor services. To get out from under this burden, Chile must increase 
exports or create efficient import-substitution activities. Through the 1985 
midi-devaluations of 9 percent in February and 8.4 percent in June, the 
Government signalled its intention to maintain a high and flexible exchange 
rate. The current real peso/dollar exchange rate exceeds any level in the past 
10 years. As another confirmation of the Government's intention to maintain an 
open trading system, uniform import tariffs were cut from 35 percent to 30 
percent along with the February devaluation, and from 30 percent to 20 percent 
to complement the June devaluation. Lower tariffs help exports since Chilean 
exports have a high import component. Future tariff changes will require a law, 
not just a decree, which should provide more stability to the present moderate 
rates. In April and late June, the Government implemented or proposed a series 
of tax and administrative incentives to promote exports. Chile's trade policy 
is probably the most liberal in Latin America, despite continual deterioration 
in its export prices over the past 15 years, the worst of any other country in 
the region. To help offset low export prices, Chile in August received an IMF 
Compensatory Financing Facility drawing equal to 70.6 million SDRs (1 SDR now 
equals $1.03), which supplements the January, 1983, Facility equal to 295 
million SDRs. Chile maintains a three-tier exchange rate system, including 
preferential, official and parallel rates. In addition to occasional maxi-or 
midi-devaluations, the Government changes the official exchange rate through a 
crawling peg system. The crawling peg devalues the official rate daily on a pro 
rata basis, in accordance with the previous month's internal rate of inflation, 
minus external inflation (which will equal about 3.6 percent in 1985). At the 
end of August, the official exchange rate was 174 pesos to the dollar, and the 
parallel rate about 208. 


Current Account: The FOB trade surplus increased modestly to $404 million 
in the first half of 1985, compared with a surplus of $392 million in the same 
period of 1984, and a surplus of only $293 million for all of 1984. Despite the 
improvement in 1985, this amount does not come close to meeting the country's 
debt servicing burden. Decreased imports, which equalled $1,479 million for 
1985 through June, off 8.6 percent from the same period in 1984, accounted for 
all of the trade balance improvement. An economic slow down, higher average 
tariffs, continuing devaluations, and greater domestic production of food crops 
caused the import decline. Despite soft international petroleum prices, 
declining domestic production led to an equal petroleum import bill. Consumer 
good imports fell by 27.5 percent and intermediate goods by 5.9 percent. 
Capital goods rose by 1.5 percent. 


Exports equalled only $1,883 million in the first half of 1985, off 6.3 
percent from the same period in 1984. Despite marginal improvement in copper 
export prices, copper production volume fell by 4.9 percent in the first half of 
the year, dragging total copper receipts down to $810 million, off 4.1 percent. 
Through August, copper prices averaged 65.2 cents per pound, almost exactly 
equal to the Government's 1985 forecast of 65 cents. Every one cent decline in 
the average annual price means about $27 million less in yearly export 
earnings. For non-copper exports, total volume increased by 8.4 percent in the 
first half of 1985, but prices fell by 15.2 percent, causing further 
deterioration in Chile's terms of trade. The devaluations in February and June, 
plus the recent decline of the dollar (to which the peso is tied), should help 
boost Chilean exports, barring further price deterioration. Although progress 
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will be slow, recent improvements in foreign relations with Argentina provide 
new opportunities for more Chilean exports. A significant economic slowdown in 
the United States, Chile's leading market, would hurt Chilean exports. For all 
of 1985, the Government projects a still-difficult-to-achieve trade surplus of 
over $700 million, compared with an original projection of $1,035 million. 


In the current account, unexpected capital inflows of about $70 million due 
to reinsurance payments after the March 3 earthquake will help offset the 
decline from the originally-expected trade surplus. Lower freight and insurance 
costs due to lesser imports and exports will also reduce the original projection 
for the non-financial services deficit by another $60 million. Declines in 
international interest rates over the first half of 1985 will cut the country's 
steep interest bill. Every one percent change in the average annual interest 
rate means an annual difference of about $160 million in interest payments. 
Private foreign creditor banks will also lower Chile's financial services bill 
in 1985 by switching the interest payments for some loans from a three-month to 
a six-month schedule, by substituting LIBOR for U.S. Prime as the base rate, by 
repricing 1983 and 1984 new money, and by lowering spreads. Following a high 
current account deficit of $2,060 million in 1984, a 1985 deficit slightly above 
$1.4 billion, close to the original $1,380 million target, should result, 
despite the less-than-hoped-for trade surplus. 


Capital Accounts The large capital account surplus of $1,978 million in 
1984 included over $700 million in net short-term borrowing. Due to revised 
Government policy, plus a new binding target under the IMF agreement, net 
short-term borrowings in 1985 should approach zero. As part of the external 
debt negotiations, private banks agreed to maintain short-term trade lines equal 
to $1.7 billion through the end of 1987. Out of the $1,085 million in new 
private bank money scheduled for 1985-1986, $714 million will probably flow in 
during the rest of 1985. In addition, the World Bank will likely disburse $125 
million under the SAL before the end of the year. These massive inflows will 
replenish Central Bank net reserves, which diminished throughout 1985 in order 
to maintain Chile's excellent record of full external debt interest payments. 
Subsidies for foreign exchange swaps at the Central Bank will be phased out by 
the end of 1986. Nonetheless, the large majority of the swaps come from 
restructured principal payments, and will stay in the country. Chile's total 
foreign debt, including short-term credits, but not IMF credits, equalled 
$18,812 million in June, 1985, down slightly from the end of 1984. Of this 
amount, Chile owed $6.9 billion to U.S. banks. Delays in the external debt 
negotiations prevented new private bank money inflows during the first six 
months of the year, while non-reprogrammed amortization payments continued. By 
the end of 1985, a probable external debt level of just over $20 billion will 
exceed the country's GDP. As a complement to the private bank external debt 
negotiations, official creditors, including the U.S. Exim Bank and the U.S. 
Commodity Credit Corporation, agreed for the first time to postpone principal 
payments of $170 million due in 1985-1986. The IDB plans to maintain its high 
lending to Chile, while the World Bank will likely sharply increase its 
lending. Qualified public management makes good use of these funds. Private 
foreign suppliers will provide considerable funds. Over the coming years, Chile 
hopes to receive the bulk of its new financing from multilateral agencies, which 
will improve its debt servicing position due to longer terms and lower interest 
rates. Total net capital inflows for 1985 will probably approximate $1.4 
billion, which will roughly offset Chile's current account deficit. 


Balance of Payments Result: Due to no significant capital inflows through 
June, the balance of payments was in deficit by $545 million for the first half 
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of 1985. Based on expected sharp capital inflows in the fourth quarter of the 
year, the balance of payments result for the whole year should be marginally 


negative. This result would come close to the IMF target of no net reserve 
change in 1985. 


New Debt: Chile needs new foreign credits to grow. At the same time, it 
must limit new external debt for years to come. All private foreign banks want 
to reduce balance of payments lending in the future. The external debt 
restructuring agreement will provide Chile with some breathing space in which to 
restructure its economy in order to generate the exports needed to service its 
large external debt. Over the past few years, the country made major efforts to 
boost exports. Greater efforts are needed. The restructuring agreement does 
not solve Chile's external debt problem. Almost certainly, principal payments 
due after 1987 will have to be postponed in new negotiations. Chile's big 
challenge is to generate a large-enough trade surplus to avoid asking for new 
money from private banks in 1987 and later. 


VIII. COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


Chile enjoys a high level of human and natural resources, and maintains 
attractive foreign investment rules. An educated work force and a good 
infrastructure complement abundant natural resources. Foreign investors receive 
non-discriminatory treatment. Contracts for investment insurance with the U.S. 
Overseas Private Investment Corporation increased significantly in 1985. Since 
1974, the Government has authorized about $7.3 billion in foreign investment, 
but only an amount above $2 billion has flowed in. U.S. investors provided 
about half of the realized amount. Low mineral prices and consequent investment 
delays account for most of the difference between authorized and realized 
investment. In May, the Central Bank established foreign exchange mechanisms 
which allow an overseas investor to buy some Chilean foreign debt notes at a big 
discount, and to register foreign investment with the Central Bank equal to the 
note's face value. During the first half of 1985, net foreign investment 
increased to $55.5 million, apparently leveling off the nose dive that began in 
1983. For all of 1985, net foreign investment should total about $100 million, 
up from $67 million in 1984. Further increases after this year will require 
improved mineral prices and political stability. 


Chile remains among the most open markets in Latin America for both goods 
and services. Apart from a 120-day waiting period for the receipt of foreign 
exchange to pay for imports, the only significant barrier to trade in goods is a 
uniform 20 percent import tariff. The Government places temporary 
countervailing duties of up to 15 percent, which keeps the country within the 
GATT-binding tariff maximum of 35 percent, on some imports that receive export 
subsidies from other countries. Government statements and actions indicate that 
the market will remain open. Imports from the U.S. in the first half of 1985, 
which declined 10 percent to $306.9 million on a CIF basis, accounted for 20.3 
percent of total CIF imports, matching the result for the same period in 1984. 
The decline in U.S. export value reflected the overall import drop. In 
addition, U.S. exports of agricultural commodities, including the leading export 
item of wheat, fell due to Government measures to protect local farmers. The 
maintenance of the U.S. market share came about despite the appreciation of the 
U.S. dollar against European and Japanese currencies through March of this 
year. A number of proposed major mining, hydroelectric and wood projects, in 
addition to those described in the mining section above, could generate future 
export opportunities for U.S. engineering and supplier companies. 
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The U.S. Foreign Commercial Service (USFCS) in Santiago conducts a broad 
commercial program to enhance the sale of U.S. goods. Trade promotion events 
for the rest of 1985 and 1986 include: 1) a Printing and Graphic Arts Trade 
Mission, 2) a Medical Instruments and Equipment Video/Catalog Exhibit and 3) a 
Sporting Goods and Recreational Equipment Trade Mission. The Santiago 
International Trade Fair (FISA '85) from October 31 to November 10, 1985, is the 
largest trade show in Chile and one of the largest in the hemisphere. The U.S 
Embassy will host a large multi-product Catalog Show during FISA, particularly 
for U.S. firms that are new to the Chilean market. Interested U.S. firms should 
contact USFCS Santiago or their nearest Department of Commerce District Office. 


Best prospects for U.S. exports ta Chile include: MINING AND EARTHMOVING 
EQUIPMENT: Heavy ore-carrying dump trucks, scrapers and bulldozers, shovels and 
backhoes, conveyor systems, concentrators and crushers, TELECOMMUNICATIONS 
EQUIPMENT: automatic switching and switchboard equipment, telephone instruments, 
radio and TV studio equipment, CHEMICAL PRODUCTS: sodium hydroxide, sodium 
sulphide, soda ash, sodium cyanide, methyl alcohol, pharmaceuticals, drugs, 
urea, fertilizers, orthophosphates, pigments, paints, orgar.ic components, 
pesticides and herbicides, additives, dodecilbenzene, compound catalysts, and 
resins», FOOD PROCESSING AND PACKAGING EQUIPMENT: fruit and vegetable processing 
equipment, fish, meat and dairy products processing equipment, wrapping 
machines, conveyors and belts, and box-handling machinery; PULP AND PAPER 
MACHINERY: cellulose pulp and paper machinery, converting and finishing 
machinery, pulping machinery, wood chip and particle board machinery, and 
newsprint machinery, MEDICAL INSTRUMENTS AND EQUIPMENT: electro-medical 
apparatus, surgical instruments, respiratory appliances, pacemakers, 
patient-monitoring systems, hospital examining tables and furniture, 
disposables, laboratory supplies, and portable intensive care incubators, 
CONSTRUCTION EQUIPMENT: hydraulic cranes, front-end loaders, off-highway 
tractors, and motor graders» COMPUTER EQUIPMENT: small business computers and 
terminals, memory units and mini-computers in general, AUTOMOTIVE PARTS AND 
ACCESSORIES: valves, pumps, brake parts and assemblies, shock absorbers and 
distributors, and SECURITY EQUIPMENT: alarm and signal systems, detection 
devices, closed circuit TV, personal and industrial safety equipment, access 


control, protective apparel, bullet proof glass, electronic lockers, alarms, 
fire trucks, and emergency lights. 








